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Three Rivers Bank of Montana is independenttly owned @nd
locaﬂy opetated and is a vital contributor of time, talent, znd
resources to the commumiities we serve. We are dedicated to
enhancing our shareholders value, and committed to malling our
wotk environment enjoyable, educatiomall, and fulfillixz

of Montana

October 16, 2012

Jennifer J. Johnson Szaretary,

Board of Governors of the Federal Reserve Systiem,
20" Street and Constitution Avenue, N.W.
Washington D.C. 20551

RE: EXEMPT SMAILL COMMUNKYT BANKS FROM BASEL IlI
Dear Sir or Madam:
Small Community Banks should be exempt from Basel llI

The propesalls for Basel Ill should be intended for the very large financial institutiomns (banks) not the
Small Community Banks (SCB) I'm concerned that our own U.S. regulatory authoriifies want SCB to do
business the same way the very large banks do business using thiis over burdensome and costly capital
accounting recommended. These propasalls are costly and very unnecessary for SCBs. | have heard if
Basel Ill is put into action it will cause many SCBs to sell or merge. The result of this consolidation ¢ould
mean there would be up to 3,000 less SCBs by the next decade! | need to ask you this; is this good for
the people of the United States of Ameriica? Is this good for the smaller communitiies of America who
depend on small commumity banks to do business with? Will it be good for YOU? With fewer banks to
regulate there should be less government agencies and e mployees. Right?

If a SCB is to stay in business its management and board of directors know bank capital is the most
important asset of the bank. Many SCB's have a tier 1 capital ratio greater than 8%! The big banks are
struggling to maintain a 6% tier 1 capital ratio, because they are driven by Return of Equity and not by
Return on Assets which many SCBs like to use.

With SCB's maintaining Tier 1 Capital ratios above regulatory standards and their e mphasis on safiety
and soundness the SCB's should be exempt from the agencies who propese these new rules,

SCR's purchase securities for liquidity needs and hope to receive a fair return on the investment. SCB's
usually do not trade securities as a rule of thumb; however SCB's must identify the investment available
for sale or held to maturity. When the investment increases in value it increases the bank's capital, if
the investment falis in value it decreases capital. If the investment is held to its maturity the imvestiment
will not have an effect on the capital only if the investment is sold prior to its maturity does it have an
impact. The Mark to Market could create situations for a well capitalized bank to hold more capital to
compemsate for changes in interest rates, reducing its opportumiiiies to grow and create other
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opportumiiies to help grow the communmitiies it operates in. The Mark to Market also will create a
liquidity bottle neck with the proposed rules, SCB's may never have the opportunity to sell an
investment when it has liquidity needs. If this is the case it may increase the SCB's marginal cost of
funds, because banks will need to go to the open market to gather liquidity and possibly face higher
interest rates which will produce more cost to the bank to operate.

As the Bxecutive Council of State Community Bankers Associations (CCBA) has stated “Rislk Wgigditting
willl be challenging, expansive, andl a disincentive to martgoge lemtling: Assiniog prgeer nisk-
weigititiggs to variaws assets willl be an expensie and timee ccovssorimigg undentsdkkiog, which vl
requiree additbonb/ stefff and expensive softveeee. This willl serve as a disincenivee to nmootigage
and real estatee lendiing at cormmunitity baniks, especiallly loans kept “in-potifidio” as is commmn in
the communiity bantintg modidl. Partizuialy harmifl/ to communiity banks is the pumitvee jimpact
of changs to ballwn moittgage loars and all second liens includingg homee equitsy lines. These
loairs prowiite solid fineaetiieg aliernadiviees to home loam bolaveess i Undesrimeed and rura)
eormmuniie®s and play a latgr role in shapinty the lecdll econamess of the eomminiiees in whieh
the leans are erigineiedd. Addiiionatyly, eemmilnilty bantk lendng, Whikth fstisass on tailsiag /ean
pirasHietss to the specific Reeds of the EUStInfer, IS 8 PoWRsiL/ ifuree IR SMa businRSS fderatien
and growtn thalt RS b ereaiiton. As releiiposbinianesbd IeRdriEs, MMty Bamis possess the
Jocd/ experizse needRy o EoMmpIrite BudIlYy URGRMIEAG g ISr Hhese loam Piosilietss and provide
RIS Bf ARkt g Hhdlt Iargrer Bamns Wil net offesr. FURMRSy, ihe INFRSGERRN BF "High Vorialiity
EsmmriFiR| Real Estate” (HYERE) with A1505 sk Wllghting i IIimiied eampiens, will il
Bt 8ssessment alse fimiit & Bariks WillNkgsess 1 Maie Hese |eas and raise BerRWNEg €8sIS IR
s alvearyy ERBIRIMIGEY Mahedt. FUFIRSr BBRIRssMy FesitiMiah] BnY EOMMfSRL) Fed) &state
JeRdngy Wil Fesull: 1n addiienAb! Ram 10 R alearly Shaky Fukls Fedl estaite IRy mMirket:

Where does the Allmvemcee ffor Loan and Lease Losses fit imto tthe mix? Spedific @llocattiorss aff
capital/ are madte ftor higther risk, classifiit], past due and non-anmruad/ loams. Howeuer, the
proyuzst/ does nott allow ftar adequatee inclusicon of the allomameee in the detemmiatdion of
requiknboyy capittd/. We mustt rememntieer thatt the allovemcee representts the ffisst line of defense
agaiimstt harmifi/ crediit loss and it propeelyy represenss an allocattéon of capittd/ to meett tthat
objectivee. Yet the progmzsd/ conttiruess to cap the allomancee whilke ignomnyg its impataacee by mot
elevatting at least some compareent as higiter tier capittd]. It appearss thatt witth the gadtitional
capitad/ requireeneetts, perttagss there willl be adjustineetds in the way this impataant risk
mamagpeneant todl/ is utillizet by baviks and evaluateeld by the reguutstors.

From a macor perspzativee, this partiécldor pointt in the econamiic cycle woull! appear to be
perttanss the worstt time possitiike for requikiooyy poliéss thatt resullt in disimoenttvess for banks to
famt prageshyy undemwititten reall estatte loams. Whillke appareamilt/y wellHiméensimete d ffioom all



apeecmeces, manyy of tiese charrges willl liniit chadess amtl raise cosits ffor the comswuner. Faatier,
tie reswidont inceeesed makket shace andtl comeenrttation of resitdendial res! esta¢e movtgrge
loenss in the lagest institidions is simp/y nat heantthy ffor our e ceommy.

NMortgarge senviting asset detiuctions ifrom capital coult impact martgoge avaidadility.
Mortagrge semiétigg assets (im exaess of 10% of Commoon Equitty Tier 1) willl fface new dedations
ffoom capidal. Funbeer, capito/ waudd be requirired agrnast assess witth cratiit ershbaaing
repessetatiotfons amt! warraoieses, indluapg mordgarges sollt! to Famnée Miwe, Frediife Miac, amd
thiidd parnty eggegglotors. As preidoslsly diswisssdd, thiss is ome mwee paeetial hudife amt! exxense
titedt couldd inmaatt tiwe costt andl avaldobiity of motdearges. Adftitioiotially, this sevaree perdtity is an
atteakk om tihee highhagaltyity neiteare of commuuibity barkk semigiiang titeat ignmoees tifee ffett thHat
commuityity bankk semidees's” wakk diliigeint!y withh boreowers to resvee payraent pidldems to
adtitwoe a moee fyoortidle ouwtoome for the custeiame.”

Have you ever been overwhelmed? SMAILL COMMUNITY BANKS ACROSS AMIERICA ARE! This bank and
its team- memibers | have managed for 26 years are definitely OVERWHELMED! In the year of 2012 it
has had two safety and soundmess examines, one compiliance exam, which is not finished or completed
by the FDIC for the 5" month in a row, and 2 audit exams. It seems to me our team-memibers are
waorking for the regulators not the Stockholders or its customers! If you check the banks Camel ratings
they are very good and continue to improve.

I've heard the optimum bank size in 10 years will need to be three quarters of a billion to one billion in
size. If this is true the State of Montama may only have 3 to 5 SCBs doing business in the state out of 33
SCBs who are doing business today. Currently there is ONE SCB with a billion or more dollars in assets in
the state and that is Stockman Bank head quartered in Miles City, Montama. The other billion dollar plus
banks are regional or Nationwide banks so they don’t count. Will this be good for Montama, the people
of Montama, for the regulators, and the Free Enterprise system of Momntana and America?

BASEL Il will not be good for SCBs! The most commaon sense thing to do is EXEMPT SMALL COMMUNITY
BANKSs from it. BASEL lll will bring bank consolidatiom, burdensome regulatiom, more costs, and capital
ratios that should not be a part of SMALL COMMUNITY BANKS and less GOOD JOBS! Let the SMALL
COMMWMNITY BANKS CONTINUE TO USE BASEL I. It works for us; you don’t need to fix it!

John R. King
Chairman and CEO
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